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Bl Holds Rate At 5.75% Amid Capital Inflows, Signals +6221 2993 3888
Resumption Of Tightening Amid Geopolitical Risks
. . Bl Rate and Indonesia Exchange Rate
Highlights o o
e Rate hold and policy easing measures. Bank Indonesia (Bl) kept the Bl 65 R
rate at 5.75% in Jul 26, supported by improved capital inflows and rupiah 60 1 575/l 1800
appreciation. Alongside this pause, Bl introduced additional liquidity-boosting 551 17,000
measures, including raising the KLM incentive to 6.0% of DPK (unlocking Rp 501 16000
50t-53t) and increasing swap discounts for foreign investors, although banks 51 15000
remain reluctant to channel funds into credit amid worsening risk perceptions. ‘;2 ::ggg
e Geopolitical and oil price risks increasing. The outlook is clouded by 3:0 - 12:000
persistent Middle East conflicts and elevated global energy prices, which Apr Jan Oct Jul Apr Jan Oct Jul Apr Jan Oct Jul Apr Jan

16 17 17 18 19 20 20 21 22 23 23 24 25 26

could undermine foreign appetite for Indonesian assets, pressure fiscal —BIRate(LHS)  —— Rupiah (RHS)

credibility, and potentially trigger renewed dollar strength - forcing markets to
demand higher risk premiums on Indonesian securities.

« Projected Bl tightening amid hawkish Fed. We expect Bl to resume the Capital Flow Into Indonesia Financial Market
rate hike in 2H26 with two rounds of 25bp increases, followed by another 25bp <U83$b)
in early-27, bringing the terminal rate to 6.50% (the highest since 2016). This
will flatten the yield curve, presenting a strategic opportunity for investors to
accumulate short-tenor (below five years) and medium-tenor (5-7 years)
bonds.

Source: Bloomberg
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Analysis

e Bl temporarily paused its monetary tightening cycle, maintaining the Bl rate at
5.75% during its Board of Governors meeting in Jul 26, in line with our forecast Mar25 May25 Jul25 Sep25 Nov25 Jan26 Mar26 May26
but contrary to market consensus of a 25 bp rate hike to 6.00%. Prior to the Eauity = Bonds SRl —— Tola

July meeting, Bl had aggressively hiked its policy rate by a cumulative 100bp,  Source: Bloomberg
marking a complete reversal from the dovish stance that prevailed in early-26. 12 Month SRBI Yield And Interbank Rate

e The decision to hold was largely driven by improving capital inflows into %)
Indonesia's capital markets - namely bonds and short-term SRBI instruments. 80 167
This improvement stems from both global and domestic factors. On the global ;2 ]
front, declining US inflation and subdued inflation expectations have slightly 65 1 610
dampened market expectations for Fed rate hikes in 3Q26. o] 4%

e Domestically, the government's decision to further cut the budget for o
expansionary social expenditures has boosted investor sentiment toward 40 1
Indonesia's fiscal policy. Additionally, rising bond yields and relatively low e,
valuations of Indonesian stocks have increased the attractiveness of domestic Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun
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assets for foreign investors. On the risk perception front, S&P's decision to s SREI 12

maintain Indonesia's stable outlook and BBB investment-grade rating has led
to a slight improvement in risk appetite.

e Consequently, the rupiah has appreciated over the past month, along with
other emerging market currencies, aided by a weaker US dollar amid
diminishing expectations of Fed hikes in the short term.

e In addition to holding the rate firm, Bl also introduced additional policy
measures. First, the central bank will raise the swap discount provided to
foreign portfolio investors from 10% to 12.5%, alongside a 15% discount on
domestic non-deliverable forward hedging. These measures are expected to
further accelerate capital inflows into Indonesia's financial markets,
particularly if global and domestic sentiment remain positive.

e Second, Bl will increase its macroprudential policy incentive (KLM) by raising
the maximum total KLM receivable by banks to 6.0% of Third-Party Funds
(DPK), up from 5.5%. This is projected to release Rp50t-53t in banking
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liquidity to support credit disbursement and ease pressures in the banking
system.

e However, in our view, liquidity in the economy and banking system remains
ample. However, banks are increasingly allocating funds toward short-term
SRBI and SBN instruments amid worsening credit perceptions and macro
headwinds. As a result, SRBI yields have become the benchmark rate for the
economy, with banks preferring SRBI allotments over interbank placements
or credit disbursement, particularly as credit yields remain compressed due to
intense competition for corporate loans and deteriorating consumer risk
profiles.

Outlook

e We view Bl's new policy approach - leveraging foreign capital inflows - as a
laudable move, as it helps avoid further domestic slowdown while supporting
rupiah stability. Nevertheless, this strategy is not without risks, notably the
persistently volatile geopolitical landscape, which could significantly impact
foreign appetite for Indonesian assets. Further geopolitical deterioration or
renewed dollar strength could force another round of market repricing,
demanding higher spread premiums to hold Indonesian assets. Surging oil
prices driven by geopolitical tensions could also place Indonesia's fiscal policy
back under the spotlight and weaken appetite for its fixed-income securities.

¢ In this context, we maintain our assumption that the current Middle East
conflict will persist throughout 3Q26, keeping global energy prices elevated
throughout 2026 before moderating in 2027. This backdrop is likely to trigger
a mini hiking cycle by the Fed, with markets forecasting a 25bp hike in 2H26
and another 25bp in early-27.

e Consequently, we expect Bl to resume its tightening cycle, delivering two
rounds of 25bp rate hikes in 2H26 and bringing the Bl rate to 6.25% by end-
26 to preserve its spread over US policy rates. For 2027, Bl is also likely to
deliver a further 25bp hike, resulting in a terminal rate of 6.50%, which is the
highest since 2016.

e These global and domestic developments reinforce our view that Indonesian
bond vyields are likely to rise, as widening policy rate spreads push yields
across both short- and long-tenor bonds. The yield curve is also expected to
flatten further as short-term yields climb in response to Bl's hikes, presenting
a buying opportunity for investors in short-tenor (below five years) and
medium-tenor (5-7 years) bonds.




UOBKayHian

Regional Morning Notes
Thursday, 23 July 2026

IMPORTANT NOTICE - DISCLOSURES AND DISCLAIMERS

This report is provided subject to various disclosures and disclaimers (the "Disclosures / Disclaimers") which form
an integral part of this report and are available at the following link:
https://research-api.uobkayhian.com/assets/disclaimer/df64a6ea-7980-447c-ae9e-fd19b93257dc or by scanning
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The Disclosures / Disclaimers contain important information, including without limitation, (a) exclusions of liability,
(b) confidentiality obligations, (c) restrictions on publication, circulation, reproduction, distribution and use of the
report, (d) potential conflicts of interest, and (e) disclosures and requirements specific to recipients in the United
States and other applicable jurisdictions.

Specifically, this report is intended for general circulation and informational purposes only and does not take into
account the specific investment objectives, financial situation, or particular needs of any individual person. It is
not intended to constitute personal investment advice or a recommendation to buy or sell any investment product
or security. You should independently evaluate the information and, where necessary, seek advice from a qualified
financial adviser regarding the suitability of any investment, taking into account your specific objectives, financial
situation and needs, before making any investment decision. Analyst certifications required under applicable
regulations, including SEC Regulation AC (where relevant), are included in this report.

Recipients of this report must carefully read, review and understand the full Disclosures / Disclaimers before using
or relying on any information in this report. By accessing, receiving or using this report, you acknowledge and
confirm that you have read, understood, accepted and agreed to be bound by the Disclosures / Disclaimers (as

may be amended or updated from time to time) in full."
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